I. Introduction
The role of corporate governance in creating value for shareholders has become the subject of intense interest in corporate finance research, especially after the plethora of corporate scams and debacles in recent times.
Corporate governance issues flow from the concept of accountability and governance and assume greater significance and magnitude in the corporate form of organisation where the ownership and management of organisation are distanced.
Some researchers empirically find that good corporate governance positively affects firm performance and market value (e.g., Gompers Most of these studies focus on corporate governance in developed markets, especially the US equity markets. For example, Gompers et al. (2003) find that better-governed US firms during the 1990s have higher operating performance and higher value in stock markets, suggesting investors in the United States factor in corporate governance when making their investment decisions. However, the importance of corporate governance in emerging markets, such as the equity markets in India, remains under-explored.
In this study, we examine the value-creating role of corporate governance mechanisms using an alternative approach to those used in most previous studies. Rather than measuring firm value directly using variables such as Tobin"s Q or EBIT, we investigate the relation between a firm"s governance mechanisms and its cost of capital. While most previous studies focus on the fact that a strong governance environment can limit divergence of cash flows or earnings, and thus increase a firm"s valuation, we argue that it can also reduce a firm"s cost of capital K o (and hence, implicitly increase firm Value).
Value of Firm = Earnings [EBIT ]
Cost of Capital [Ko ] A firm"s Cost of Capital (K) reflects investors" required return based on the firm"s systematic risk. Various studies suggest that firm"s with weak governance perform particularly poorly during market downturns and thus should be subject to a higher cost of capital. For example, when external monitoring of insiders is inadequate, managers may undertake excessive borrowings to finance empire building expansions which increase a firm"s exposure to market-wide risk and ultimately increase the cost of capital. In addition, the cost of capital for poorly governed firms can also increase because a lack of corporate transparency leads to higher issuing and transaction costs.
The use of the cost of capital to measure value has additional advantages over Tobin"s Q, which is widely used as a performance measure in the corporate finance literature. For instance, the measurement of Q is subject to accounting treatment of balance sheet items. Further, changes in Tobin"s Q can also reflect a firm"s future growth opportunities which arise in part from factors exogenous to the governance of the firm, such as economic and industry conditions. The cost of capital on the other hand reflects the required rate of return to capital, which is based on the current risk of the firm"s operations and thus is able to react more accurately to year to year changes to a firm"s governance environments without being influenced by exogenous factors that affect future growth and profitability.
The Indian corporate system has a relatively unique environment with respect to corporate governance mechanisms. The Indian corporates are governed by the Company"s Act of 1956 that follows more or less the UK model. The pattern of private companies is mostly that of closely held or dominated by a founder, his family and associates. Available literature on corporate governance and the way companies are structured and run indicate that India shares many features of the German Japanese model, but of late, recommendations of various committees and consequent legislative measures are driving the country to adopt increasingly the AngloAmerican model. In addition, the Indian market is not a bank-centered market, in which banks take an active role as an equity holder and corporate monitor, as in Germany and Japan. This makes the role of internal governance mechanisms such as independent boards, and management incentives potentially more important in India.
To analyze the relationship between a firm"s cost of capital and its governance, we examine a long time series of governance and cost of capital data on Indian firms (10 years).
We find that stronger firm-level governance characteristics, such as board size, board independence, the presence of institutional blockholders and higher insider ownership all significantly help in either reducing a firm"s cost of capital or enhancing its performance and thus implicitly enhance firm value.
Our focus on the cost of capital highlights that strong corporate governance can reduce a firm"s systematic risk and information asymmetry, in addition to the role of limiting cash flows divergence. This suggests that that corporate governance can influence a firm"s value indirectly through its cost of capital.
II. Objectives
The objectives of the study are as follows: 
III. Literature Review
Numerous prior international and Indian studies have examined the relation between firm performance and governance mechanisms; like Agrawal and Knober (1996) , Demsetz and Villalonga (2001), Himmelberg et al. (1999), Gompers et al. (2003) . These measures include board size, board composition, and independence, CEO and chairperson duality, and executive remuneration and compensation structure.
Generally, empirical research has remained indecisive regarding the extent to which individual monitoring mechanisms enhance firm performance and shareholder value. The prior literature has tended to examine performance by focusing on accounting returns like RoE and changes in firm value using Tobin"s Q. Alternative performance measures used more recently include the individual costs of equity or debt.
Corporate governance can reduce the non-diversifiable risk of expropriation by corporate insiders. The degree of expropriation by corporate insiders depends on the investment opportunity and the cost of expropriation, among other factors. A firm's investment opportunities and thus expropriation by insiders, have a non-diversifiable component that depends on macroeconomic conditions. Thus a negative relation between expropriation and market conditions is suggested. This relationship can magnify the systematic risk of a firm, which must be compensated by a higher required rate of return. Better corporate governance imposes higher costs on expropriation, thus reducing the negative relation between the degree of expropriation and market conditions.
Further, better corporate governance lowers the cost of equity by reducing the cost of external monitoring by outside investors. Investors incur external monitoring costs to ensure a given payoff from a firm's management. Monitoring costs are compensated by a higher required rate of return. Thus, corporate governance reduces the cost of equity by limiting opportunistic insider trading.
Previous empirical research has examined whether other corporate governance mechanisms, apart from disclosure, have an impact on a company"s cost of equity. Disclosure and non-disclosure governance mechanisms such as board independence and minority shareholder protection have been found to have a significant negative impact on a firm"s cost of equity capital in nine emerging Asian economies. The existing literature that presents the link between performance and mechanisms to control agency problems assumes that governance affects firm valuation by increasing expected cash flow, since less cash flow is diverted away from shareholders. The idea that governance can enhance firm value through reducing the cost of capital, however, is not explicitly examined in these studies. The prior empirical evidence that has examined the cost of equity suggests that governance mechanisms do enhance firm value in this manner. The full extent of this relationship however, can be more accurately tested by considering a firm"s overall cost of capital i.e. WaCC (the cost of both its debt and equity).
IV.
Research Design Data
Sample Selection
The guidelines on corporate governance issued by SEBI (1999) made it mandatory for all the listed companies to adopt them in a phased manner. The BSE 100, NSE 50 companies and the Category A companies had to adhere to the guidelines by March 31, 2001. This classification virtually covers all BSE 30 companies of SENSEX.
So, our data set initially comprises of the SENSEX 30 companies of Bombay Stock Exchange (BSE). In all, data for 10 financial years, from FY 2003 -2004 to FY 2012 -2013 were included in the analysis. The data sources were the Annual Reports of the companies, database like Capitaline & TradingEconomics.com, and the reports filed by BSE as a part of the listing requirements.
From the 30 companies selected above, those companies which were not listed for all the ten years under consideration were excluded. We also delete firms for which we cannot obtain a full set of variables described below. Our final sample comprises 22Companies and our period of investigation spans from 2004 to 2013.The ten-year window allows for considerable variation in firm-level governance factors, which is important given the typically slow changes in these factors through time. The total number of firm-year observations is 4840.
Variable Formation
To study the relationship between the firm-level corporate governance, firm-level corporate performance & corporate cost of funds, the following variables were used, which were endogenous or exogenous, depending upon the hypothesis being tested:
Firm-Level Corporate Governance:
For each firm, we collect information on three key governance mechanisms, (i) board independence and size, (ii) the extent of insider shareholdings and (iii) the extent of outsider shareholdings.
i.
Board Independence (BoardInd): The number of independent non-executive directors over total number of directors in a company is used as a proxy for board independence which is a measure of good corporate governance. We classify directors as non-independent if they were current or exemployees, had business dealings with the firm, or were related (by family) to executive directors. ii.
Board Size (BoardSize): Limiting board size is believed to improve firm performance. Although there is no scientific limit as to the size of the board, or any level identified as optimal for the size of the board, empirical research has established that the size of the board has a significant influence on the performance of firms. This is documented in the work of Anderson et al (2004) which shows that cost of debt is lower for larger boards. There are other benefits established for larger boards especially in the works of Lipton and Lorsch (1992) ; and Jensen (1993). We measure board size as the natural logarithm of the total number of directors on the board (LBoardSize).
Previous studies examining the link between board structure and firm performance are inconclusive. Jensen (1993) (Lipton and Lorsch, 1992) . Nevertheless, Bacon (1973) iii.
CEO/MD Duality (ExecDuality): As the chairman serves as the executive, playing roles of decisionmaker and supervisor simultaneously, the board could lose its independence and monitoring power, consequencely performing a weak function as a bulwark against agency problems. Daliy and Dalton (1993), Dahya et al. (1996) attest to that CEO duality seems to deteriorate firm performance.
iv.
InsiderHold: It is the proportion of a firm"s stock that is held by corporate insiders. The impact of insider ownership on firm value can be non-monotonous. On the one hand, when managerial compensation is sensitive to firm performance, managers are more likely to pursue value maximizing strategies (the incentive effect). On the other hand, excessive insider ownership may insulate managers from outside shareholder monitoring, and managers may also begin to pursue risk reduction strategies to protect their large undiversified shareholding. Thus, very large controlling shareholdings by insiders can adversely affect firm value (the entrenchment effect). We use the square of insider ownership (SqInsiderHold) to control for the nonlinear (inverted U-shape) relationship between value and managerial ownership.
v.
Institutional Block Shareholding:
The second ownership variable is the percentage ownership belonging to institutional block shareholders (InsttBlockHold), where a block holding is defined as a holding which is equal to or more than 5% of total ownership. Block shareholders are important for effective corporate governance since they can exercise their voting power to curtail value destroying behaviour by management. The relatively large size of their shareholdings also provides a greater incentive to monitor than those of dispersed minority shareholders. Institutional block shareholders such as banks, superannuation (pension) funds and mutual funds are a unique class of blockholders since they are likely to be independent of management and have the ability to induce pressure on management to protect their minority interest.
vi.
Non-Institutional Block Shareholding:
These are the other block shareholders that are not financial institutions. These shareholders are generally the parent and associate companies. We measure their total percentage ownership and label this variable (NonInsttBlockHold). The effect of this variable on company value and performance is ambiguous since these block shareholders are also capable of colluding with each other and with insiders to expropriate minorities.
Firm-Level Characteristics (Control Variables):
The regression results between firm performance/cost of capital and corporate governance variables were subject to control for a number of factors that could affect firm performance, cost of capital, corporate governance variables or all of the three. These control variables are:
i.
Firm Size (FirmSize): It is measured by Log of Sales. Log transformation of this variable is used to correct for the high degree of skewness in the firm size, thus ensuring that the data is properly distributed.
ii. Leverage: As measured by (Long-term debt/Equity) to control for variations in capital structure and as a proxy for default financial risk.
iii. Risk: It refers to the systematic risk of industry to which the firm belongs and is measured by Beta (1-year).
iv.
Age: It is measured as the number of years for which the company has been in existence since incorporation. To correct for high degree of skewness, we take Log of Age (LogAge).
v. Diversification: It is measured as the number of business segments (SBUs) for which the company reports. As per Yermack (1996) , "the diversified firms are valued less highly in the capital markets than the standalone businesses. The diversified companies are likely to have larger boards, because many boards grow in size when companies make acquisitions and because boards of conglomerates can seek outside expertise for a greater number of industries."
Type of Company (CoType…): whether govt.-owned, Indian private sector or foreign owned MNC, the same if reflected by using dummy variables for different categories.
vii. Industry Control (Sect…): This is for manufacturing or services or financial services firms and we use dummy variables for different categories.
viii.
Credit Rating received for Long term debt instruments (CreditRating):When the companies issue debentures or similar long term debt securities in the market, they get credit ratings for the same from different credit rating agencies, which further affects their cost of raising funds from the market. We classify credit ratings into two classes -"High Credit Rating" (such as AAA, AA) and "Moderate/Low Credit Rating" (such as A, BBB, BB). We use dummy variables to reflect the two categories.
Firm-Level Cost of Capital:
As a part of our study, we employ Cost of Capital as the dependent variable against Firm-Level Corporate Governance factors (subject to control variables also) as independent variables. We anticipate a low degree of resultant variance in Cost of Capital factors, so that they can emerge out to be more stable & better measure to judge Value of firm vis-à-vis corporate governance factors.
i.
Cost of Equity (K e ):This is calculated using CAPM. The risk free rate (R f ) is calculated using the average yield on 10 year Indian Government Bonds. One yearly Beta values are taken for every company from Capitaline database. Market Return (R m ) is calculated as one yearly return of SENSEX.
ii.
Cost of Debt (K d ):
This is calculated by taking post-corporate tax Interest liability of firms over their outstanding Total Debt (taken at book value).
iii. 
Methodology
We employ a Panel Data model as it allows the researcher to capture both, the time-series and the cross-sectional relations (as per Green in 1997). According the hypotheses proposed (mentioned in the next section), this study constructs a Regression model for carrying out empirical analysis, using SPSS.
Model-1：The relation between Corporate Governance and Firm Performance variables
Firm Performance =αo + α1 Boardnd + α2 LBoardSize + α3 ExecDuality + α4 InsiderHold + α5 SqInsiderHold + α6 InsttBlockHold + α7 NonInsttBlockHold + γ1 FirmSize + γ2 Leverage + γ3 Risk + γ4 Diversification + γ5 CoTypeIndPvt + γ6 CoTypeMNC + γ7 CoTypeGovt + γ8 SectMft + γ9 SectSevices + γ10 SectFinServ + γ11 CreditRating
Model-2：The relation between Corporate Governance and Cost of Capital variables
Cost of Capital = βo + β1 Boardnd + β2 LBoardSize + β3 ExecDuality + β4 InsiderHold + β5 SqInsiderHold + β6 InsttBlockHold + β7 NonInsttBlockHold + δ1 FirmSize + δ2 Leverage + δ3 Risk + δ4 Diversification + δ5 CoTypeIndPvt + δ6 CoTypeMNC + δ7 CoTypeGovt + δ8 SectMft + δ9 SectSevices + δ10 SectFinServ + δ11 CreditRating 
V. Results And Findings Descriptive Estimates
The descriptive statistics presented the output of the mean, maximum, minimum and standard deviation for the data, the result is presented in TABLE-1 below. The table shows the relationship in the data used for the analysis. The report shows clearly that the items used for the dependent and independent variables can be related as they are independent.
The data in TABLE-1 on the corporate governance variables shows that the mean board size of the companies studied has the maximum board size of about 24 while the minimum is about 4. This suggests that, on the average, the companies considered have moderate board sizes. This is good in respect of the performance of these companies because it supports recent thinking about board sizes.
On board composition, the study shows that on an average, 54 % of all board members are independent non-executive, which suggests that these boards are relatively independent. This goes in tandem with the compliance of SEBI Clause-49.
Simultaneously, these firms, on an average have 3% shareholding by Banks, MFs, FIIs & other financial institutes and about 8-9% block shareholding by other institutes & trusts.
The SENSEX firms used for the study on the average have been performing with an annual average return of 29%. The maximum on this performance variable is 121% with a minimum of 0.16%. The revenue growth rate indicates that on average the companies have done good with 19%, 97% as the maximum while the minimum is about -39%.
Further look at the stock price return (market adjusted), the result indicates that there is a 5%return on average, with 186% been the maximum and -117% minimum.
The SENSEX companies have an average leverage of 1.3 times, with some companies being totally unlevered (I.T. companies) and some being heavily levered upto 18 times. Following the same, BSE-30 companies, on an average, bear 20% cost of equity & 1.03% cost of debt.
It is important to note that by using the cost of capital to infer performance, we intended to use a dependent variable that may have significantly less variation than Q. But the descriptive stats reveal that for the present set of data, the Cost of Capital (K e , K d and K o ) have very high standard deviation vis-à-vis Tobin Q, RoCE, RoE and Revenue Growth.
Furthermore, the companies on an average are able to add value to their firm by 9.66% spread, which is quite healthy.
Regression Estimates with Corporate Performance
In order to provide insight into the significance of our approach vis-à-vis past results, we first examine the effect of governance mechanisms on firm value proxied by Tobin Q and firm performance measured by RoCE, RoE, Revenue Growth, MASR. 
Board Independence & Firm Performance:
BoardInd is positively related to Tobin Q and is insensitive to the method of estimation as reflected by the significant positive coefficients across all estimations. BoardInd"s relation with RoCE is similar, implying that greater proportion of independent directors on board can add value to the firm & to its earnings. The result is consistent with the findings of other studies such as Weisbach 1988, and Brickleyet al.1994 . In their study they are of the opinion that where there are more outside directors they will support the beneficial monitoring and advisory functions thereby strengthening the monitoring of the shareholders fund.
However, BoardInd is negatively related to MASR and RoE. This result is consistent with the findings of Agrawal&Knoeber (1996) . In their study they found that boards expanded for other reasons often result in too many outsiders on the board, which does not help performance. Thus, our H1 stands partially rejected.
Board Size& Firm Performance:
Board Size is negatively related to Tobin Q, Revenue Growth and RoE, implying that larger the number of members on board, more possibility of collusion among them thereby hampering the firm performance. However, RoCE& MASR is positively aligned to Board Size (taken as Log). Thus, our H2 stands partially accepted.
Executive Duality & Firm Performance:
CEO/MD Duality bears negative relation with all the three prime indicators -Q, RoCE, RoE, proving the notion that concentration of both the powers in one hand may hamper the firm"s decision making & performance. However, duality is positively related to MASR & Rev Growth. Thus, our H3 stands fully accepted.
InsiderHold & Firm Performance:
As against our expectation, Insider Holding has a negative relation with Q. But it carries positive relation with RoCE, RoE, MASR & Revenue Growth, thereby proving that greater corporate insider control may help in promoting shareholders" interests. Simultaneously, the non-monotonous aspect of Insider holding is being displayed across all prime indicators as SqInsiderHold reverses its sign. Thus, our H4 stands partially rejected.
InsttBlockHold & Firm Performance:
Institutional Block shareholding carries positive relation with Q, Revenue Growth & MASR (as expected) but carries opposite relation with RoCE & RoE. Thus, our H5 stands partially accepted.
NonInsttBlockHold & Firm Performance:
NonInsttBlockHold carries positive relation with most indicators except RoCE& Revenue Growth. Thus our H6 stands partially accepted.
Regression Estimates with Cost of Capital
The relationship between corporate governance factors and the cost of capital is then estimated and we employ the set of control variables described earlier. The results show that corporate governance variables play a significant role in explaining the variations in a firm"s cost of capital.
Board Independence & Cost of Capital:
An increase in board independence (BoardInd) is associated with an increasein a firm"s cost of capital, both WaCC and K e . However, the result for K d is as anticipated, with cost of debt being negatively related to BoardInd, implying that greater number of independent directors on board serve as a measure of safety for debtlenders. This goes in consistence with the research that the appointment of the additional outside director reduces cost of debt (e.g., Anderson et al. 2004 ). Thus, our H7 stands partially rejected.
Board Size & Cost of Capital:
The larger number of directors on board seems to have a negative relation with the firm"s cost of capital& K e . A larger BoardSizemay imply diversity of managerial talent & experience with respect to decision making. This may result in relatively better performance by the firm, which may boost the investors" sentiments, entrusting them about the safety of their capital invested. However, for K d , the result is positive correlation. Thus, our H8 stands partially accepted.
CEO/MD Duality & Cost of Capital:
Existence of ExecDuality in a firm attracts lower cost of capital & K e . This goes against the idea that has been proposed by Yermack (1996) which finds that firms are more valuable when the CEO/MD and the chairman of the board are separate. Again, the result is opposite for K d , implying that debt-lenders feel a greater level of risk in lending to a firm where one man controls chief executive as well as chairman post, thus they ask for greater return on debt. Thus, our H9 stands partially accepted.
Insider Holding & Cost of Capital:
Insider ownership (InsiderHold) has a significant negative relationship with cost of capital across all specifications of the model, suggesting that the higher is insider ownership; the lower is the cost of capital. The non-liner term (SqInsiderHold) also reverses its sign (although not significant), indicating the non-monotonic relation between insider ownership and the cost of capital. If insider ownership is too high, the risk of managerial entrenchment rises thereby increasing the cost of capital. The result is again opposite for K d . Thus our H10 stands partially accepted.
Institution Block Shareholding & Cost of Capital:
Institutional block holdings (InsttBlockHold) are negatively related to the cost of capital, K e and K d , suggesting that the higher institutional block holding, the lower is the cost of capital. The presence of financial institutions as block shareholders reduces the risks to minority shareholders as they ensure that cash flows are not diverted, and that capital is used optimally to maximize shareholder wealth. Thus, our H11 stands completely accepted.
Non-Institution Block Shareholding & Cost of Capital:
The results for NonInsttBlockHold are the weakest of all the governance variables. This result is consistent with our expectation that some block holders may also pressurize the management to safe-guard them against risk associated with the capital that they have invested and thus their presence could act to decrease the cost of capital (K e & K d too). Thus, our H12 stands completely accepted.
Regression Estimates with Control Variables

Firm Size & Cost of Capital:
The size variable measured by [Log of Sales] is significant throughout all specifications. This indicates that large firms are likely to have a lower cost of capital. From a governance perspective, large firms may be more transparent and thus easier to monitor, leading investors to demand lower returns. The result is consistent even with Cost of Equity. However, for Cost of Debt, a positive relation prevails with FirmSize.
Leverage & Cost of Capital:
The firm"s leverage carries direct relation with its Cost of capital (WaCC, K e , K d ). It implies that higher the financial risk inducted by the firm, higher shall be its cost of capital. The beta coefficient for Leverage is not very high, which aligns the result with the theory that higher debt component (after a certain level) may induce safety concerns within equity investors as well as lenders, thus urging them to demand a greater return for their investments.
Risk & Cost of Capital:
The systematic risk related to a firm, as measured by one year beta, is positively related with firm"s cost of capital and cost of equity. This may be consistent with the notion that equity investors are not willing to park their savings/funds in an industry or economy which bears high risk and so as to get equity investments in such industries, the corporates need to offer heavy returns, atleast in form of dividends. The result is however not consistent in case of Cost of debt which is negatively correlated with overall risk.
Age of Firm & Cost of Capital:
The firm"s age (LogAge) is negatively related to Cost of capital & Cost of equity, implying that as firm spends more time (years) in the industry/economy, it gains experience & better efficiency in its operations. A learning curve starts building up for the firm and the firm is able to lower its cost of capital. The cost of debt is however positively related to firm"s age.
Diversification& Cost of Capital:
As firm diversifies its operations & has more SBUs, it tends to grow in its size. The results for firm"s size relation with cost of capital have already been established earlier. The same holds true in case of Diversification as well.
Credit Rating & Cost of Capital:
The results are as anticipated. For the firms that avail higher credit ratings like AAA and AA for their long term debt instruments (prior to the issue), they are able to enjoy lower cost of debt; since higher credit rating ensures low probability of interest & principal default by the issuer. The credit ratings unfortunately bear positive relation with WaCC and K e for this dataset.
VI. Value Creation
Finally we reach to last analysis in our present study, which is to see, if the corporate governance variables can actually create Value for the firm and for the shareholder"s wealth. Value is created when a company is able to get a return on its investments (RoCE) higher than its cost of the capital invested (WaCC). Cost of capital is nothing but the minimum rate of return required by the investors. Board Independence and Spread: Spread, which is the value additive indicator of a firm, is positively correlated with the independence level of the board, implying that greater the number of independent nonexecutive directors on BoD, higher will be the value added to the firm & to the shareholders.
Board Size and Spread: However, the spread is positively aligned with board size too, which reflects that a more the number of directors on board, the better value shall be added to the firm & investors.
CEO/MD Duality and Spread:
Executive duality is highly negatively related to Spread, which confirms the theory that concentration of CEO/MD and Chairman"s power in one hand leads to dampening value to the investors.
Insider Holding and Spread: Corporate Insider holdings are significantly and positively related to Spread, which justify the fact that when concentration of insiders holdings increase, then they align their activities & decisions in the context of shareholders, thereby leading to decisions which add greater value to the shareholders" wealth. The SqInsiderHold variable changes its sign w.r.t. Spread, thereby proving the nonmonotonous function of corporate insider holdings. When Corporate insider holdings increase a lot, then they emerge out as block shareholders sometimes and their decisions, then, collude with the interests of minority shareholders.
Institutional Block Shareholding and Spread:
The negative relation between the two suggests that as external financial institutions acquire more stake into the company, they tend to influence the performance & decision making of management (so that their own lent debt capital remains safe), which sometimes may hamper the overall returns & value of the firm.
Non-Institutional Block Shareholding and Spread:
The relation, results and inference is same as that in case of InsttBlockHold, perhaps for the similar reasons. Some block holders are also capable of colluding with management to expropriate other minorities and thus their presence could act to increase the cost of capital.
Control Variables and Spread:
The value additive spread is positively related to the firm size, firm diversification, credit rating, cost of debt & revenue growth rate, implying that a larger and highly diversified firm is able to enjoy an experience curve which may substantially improve its performance and thus add value to shareholders" wealth. A better credit rating can also help the firm to raise funds from the market at lower cost & also boost the investor sentiments. The spread is however negatively related to cost of equity & leverage.
Singhal's V -Score Model
Capital & value additive Spread reveals some significant, generalized as well as unexpected results. While the widely accepted notion that -value addition takes place when Board independence, Corporate Insider holding and firm size are positively related to governance variables & when CEO duality and firm's financial risk are negatively aligned to governance variables -holds true in our study as well, the behaviour of board size, institutional block shareholding, non-institutional block holding & credit rating with firm"s value additive measures are quite unexpected.
Anyhow, going further with our study, we calculated the Spread (RoCE -WaCC) of each of the 22 companies for each of the 10 years of study. The maximum spread turns out to be 122.56% (HUL in FY 2008) and the minimum spread being -74.09% (loss in value for Axis bank in FY 2009).
The mean spread fall near 9.67% which we set as our benchmark spread in this study. This implies that, for our current sample study, any spread (earned by any company in any FY) which is greater than our benchmark rate of 9.67% shall be regarded as "High Spread (denoted by dummy 1)" -thereby capable of adding High Value to the firm. On the contrary, any spread earned less than 9.67% shall be taken as "Low value additive Spread (denoted by dummy 0)". Now that we have two categorical variables of High Spread creation & Low Spread creation, we would like to devise a model that can predict & estimate -"Whether a Firm will Add High Value (spread) for its Investors or Not", just by looking at certain firm related corporate governance factors along with other variables related to firm"s performance and cost.
We accomplish this by employing Discriminant Analysis statistical tool in SPSS. 
Conclusions & Recommendations
The purpose, for which the present study was conducted, was to find an alternate measure to Firm Performance indicators like Tobin Q, which add Value to the firm and to the Shareholder"s wealth and which is more stable (or carry less variance). We anticipated that Cost of Capital would have lesser standard deviation vis-à-vis firm performance indicators. But the study conducted on the sample of SENSEX companies ousted our anticipation, as it showed that Tobin Q, RoCE, RoE are much more stable & consistent indicators to Firm"s Value than the cost of capital.
Tobin Q, which is widely accepted proxy to Firm"s value, is positively related to Board Independence and is inversely related to Board Size and CEO/MD Duality, thereby justifying most of the prior theories & research on role of board composition in reducing Agency cost.
Tobin Q"s non-monotonous relation with corporate Insider shareholding was also near to our expectation. In terms of other measures of ownership, Q is positively related to Institutional block shareholders and Non-institutional block shareholders, implying their role in maintaining outside control & vigilance over management"s activities.
In terms of Cost of Capital (especially WaCC), the Board Independence bears positive relation and Board Size along with CEO/MD Duality carry inverse relation with the Cost of Capital -all the three results as opposed to our prior expectation. In terms of ownership pattern, the Insider Holding as well as Institutional Block shareholding gets aligned with our anticipations as both are negatively related to Cost of Capital.
Cost of Debt appears to bear opposite results than WaCC and Cost of Equity, in most cases. However, K d is inversely aligned to Board independence, institutional block shareholding, credit rating, and positively correlated to Board size, CEO/MD duality and Leverage -all these being as per our expectation. Therefore, based on the current research, we recommend a moderate board size with high degree of independence but no CEO/MD duality, larger & diversified firm"s operations, and greater stake of corporate insiders but low level of financial risk (leverage).
Finally we have our Singhal"s V-score value predictive model, as per which, the firms with V-score less than -0.888 are expected to earn a higher spread or returns over their minimum required rate, whereas the firms with V-score more than 1.168 are likely to earn a rate of return (on their investments) lesser than the minimum required rate, thereby diminishing the investor"s value.
Apart from all this, our results say that SENSEX companies, on an average, have a moderate board size of 12-13, board independence greater than 50%, annual revenue growth of 19%, 29% Return on Investments and 19% cost of capital. This gives the SENSEX companies a Value additive spread of around 10%.
Given the above stated results, we recommend (for the sample as alike ours) that Tobin Q should be preferred as a measure to judge corporate Value formation vis-à-vis Cost of Capital. We also recommend a moderate board size of about 10 members with board independence not less than 50%. Also, we recommend the separation of CEO/MD and Chairman in an organisation, along with proposed greater shareholding by corporate insiders and institutional block shareholders.
Our findings & recommendations have implications for policy makers, regulators, managers, investors and researchers in the emerging markets. Our comprehensive evidence on the impact of corporate governance on firm performance should help the policy makers and regulators of the emerging markets make relevant policies and assess the effectiveness of these policies. Thus they could set a competitive legal and regulatory infrastructure to effectively and efficiently attract foreign capital. They should also continue to promote corporate governance among the listed firms. In addition, our findings have implications for the managers of public companies with regards to the importance of corporate governance as they strive to improve firm performance and valuation. Thus managers and board of directors of listed firms should adopt high standard of corporate governance. As to the investors, it is important to learn how corporate governance indicates companyspecific risk so that they could make better investment decisions. Since this study suggests better governed firms perform better, paying attention to some of the corporate governance metrics and avoiding investment in firms with poor governance could help investors to improve the performance of their portfolio.
VIII. Limitation
There are variety of mechanisms and market forces which reduce agency cost and complement or substitute board independence. Also, the exact shareholding by CEO or chairman in the company is not easily available. Despite providing for controls in the analysis, the impact of governance mechanism is difficult to segregate.
The data has been collected from Capitaline database. Mistakes were detected in the data and were corrected. While care was taken to ensure all corrections are made, some of them might have been inadvertently overlooked. The classification of sectors into different categories was as mentioned in the corporate governance reports which are a part of annual reports. It was assumed that the companies are reporting fairly to the regulators and stock exchanges and misrepresentation would entice legal actions.
Studies on board composition were not conducted before 2005; the deadline year by which all listed companies had to comply with the Listing Agreements as per SEBI Clause-49. Longer time horizon for the study should have been selected.
IX. Assumptions
 Book value of debt is used as a proxy to the Market value of debt in calculating Tobin Q.
 Log of Sales, Log of Board Size and Log of Age has been taken for data normality purpose.
 The Sales figures used in the project are the Net Sales of the companies.
 Rm is the one yearly arithmetic return on SENSEX.
 Ri is the one yearly arithmetic return on Average Share Prices of a company.
 It is assumed that all the 22 companies of SENSEX used in the analysis, strictly adhere to SEBI"s Listing Agreement under Clause-49.
 In case of banking companies, Borrowings has been used as a proxy to Total Debt.  MD is taken as a proxy to CEO in companies where there is no existing CEO.
X. Scope & Guidelines For Future Research
The qualifications of the directors, their age, and whether they affect the board composition is moderated by these factors, need to be looked into.
Different companies can have different board size & compositions that are appropriate. Further studies can be taken up to see which board composition is suitable for different companies which are in different stages of their life cycle. Boardroom behaviour is also important. Future researchers can observe and study boardroom behaviour by actually attending the board meetings.
Besides composition, other factors like number of meetings, the time for which they last, the attendance record of independent directors, the number of agenda items in the board meetings etc., are also important and can be included in the future study. 
